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SUDAN KEY ECONOMIC INDICATORS 


OFFICIAL EXCHANGE RATE: LS 1 = uS$2 PARALLEL EXCHANGE RATE: LS 1 = US$S1.25 
FREE MARKET RATE : LS 1= US$0.95 (July 1981) 
POPULATION (1978) : 16.8 million, growth rate 3% 


PRODUCTION AND INCOME 77/781 78/791 79/807 80/811 


GDP in current prices 
(LS millions) 2882.7 3462.0 4072.1 45002 


Per capita GDP $3002 
77/78 80/81 
Real GDP percent change 5.7 . . -0.52 


Selected Components of 
Real GDP (percent change) 
Agriculture 10. . -3. 
Manufacturing -10. Ss 
Construction - il. " 1d, 
Distribution services 8. ‘ -0. 
Other services 0. é -2. 
Government 3. ; Ss 


Production: 78/79 79/80 
Cotton (000 bales) 747 590 
Groundnuts (000 tons) 804 852 
Sesame (000 tons) 214 209 
Gum Arabic (tons) 35.0 2h. 
Sorghum (000 tons) 2408 1669 
Sugar (000 tons) 119. 129. 


6 
Textiles (millions of yards) 196.9 195. 
2 


Cement (000 tons) 167. 182. 


Trade and Balance of Payments (millions of U.S. $) 
Percent 
77/78 79/80 80/81 Change 


Exports 527.0 594.4 575.0 - 3.3 
Imports -1137.9 -1339.9 -1670 +24 .6 
Current account balance -458.2 534.3 - 700 

Imports from U.S. 62.3 130.3 50.6 (first half) 
Exports to U.S. 12.3 14.3 4.5 (first half) 


MONEY, PRICES AND GOVERNMENT FINANCE 
78/79 79/80 80/81 


Money and quasi money 21 20 (first half) 
(changes in percent) 
Ratios to GDP 
Public Sector Deficit ‘ S a2 2 
Current Account Deficit ' ; 15.6 
External Debt . N/A 


1980 


Official Cost of Living Index ‘ ; 14.6 
(annual changes in percent) 


Sources: U.S. Embassy, Khartoum 


41. Sudanese fiscal year July i - June 20, unless otherwise indicated, 
2. Embassy Estimates. 
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SUMMARY 


The Sudanese economy performed disappointingly over the last 
year, and real GDP probably fell. Continued difficulties in 
the agricultural sector, especially declining cotton produc- 
tion, were primarily responsible. The year was also character- 
ized by fiscal and balance of payments deficits. Under the 
aegis of the IMF, the Sudanese Government is carrying out poli- 
cies aimed at financial stabilization and improvement of incen- 
tives to agricultural producers. Substantial balance of pay- 
ments assistance will be necessary for some time to come. 


Sudan will experience serious difficulties throughout the 1980's 
Success in reviving agricultural productivity will be essential 
to recovery. Little improvement can be expected over the next 
year, and the balance of payments will probably worsen. Oil is 
a new, though still imponderable, factor in Sudan's future. 


U.S.-Sudan political relations are excellent. Economic rela- 
tions are conditioned by Sudan's economic problems. U.S. ex- 
porters will find major opportunities for sales financed by 
USAID, the World Bank, and Arab donors. Where concessional 
financing is not available, lack of foreign exchange will limit 
sales prospects. The Sudanese Government welcomes and encourages 
foreign investment, and the country offers a relatively stable 
political environment for the foreign investor. Sudan's 
economic problems and the difficulties of operating in the 
country, however, have limited U.S. investment to a minimum up 
to now, except in the area of petroleum exploration. 


RECENT ECONOMIC PERFORMANCE 


The Sudanese economy performed disappointingly over the. last year. 
Although figures are not available for 1980/811, we estimate that 
real GDP fell, constituting the third year in a row of negative 
growth. The principal problem is continued poor productivity in 
the irrigated agricultural sector, particularly cotton. Prob- 
lems were also encountered in the industrial sector. The ser- 
vices and construction sectors probably experienced some real 
growth, fueled by private remittances of Sudanese working abroad 
and public development expenditures. 


luniess otherwise stated, all figures in this report are based 
on the Sudanese Fiscal Year, which runs from July 1 through 
June 30. 





The agricultural sector, which accounts for 35-40 percent of 
gross value added in the economy, has been in trouble for most 
of the decade of the seventies. Productivity in cotton, the 
country's major agricultural export, has declined steadily from 
an average of 3.7 kantars per feddan? in 1974/75 to an estimated 
2.0 in 1980/81. The reasons for this decline are complex. The 
system of allocating costs and distributing proceeds in the 
large irrigated schemes discourages cotton production. The more 
intensive crop rotation introduced into the Gezira Scheme in 
1974 led to maintenance and pest control problems which further 
reduced yields. Finally, an unrealistic exchange rate and export 
taxes have sapped incentives to producers of cotton. Since 
steps have been taken in the last 2 years to correct these 
problems, the further decline in cotton production in 1980/81 
was a serious disappointment. 


Production of other major crops has remained stagnant in recent 
years, although large annual fluctuations are the rule. Pro- 
duction of oil seeds (peanuts and sesame), the Sudan's second 
major agricultural export, was down slightly in 1980/81 in 

spite of record high prices. Production of gum arabic increased. 
The year saw a bumper crop of sorghum, the principal food grain. 
Reported production of wheat in 1980/81 fell, but this may 
reflect diversion of the crop to the black market. Generally 
speaking, recent measures to demonopolize agricultural marketing 
appear to have increased returns to producers and may be ex- 
pected to improve production in future seasons. 


The year 1980/81 was difficult for Sudan's small industrial 
sector. Power cuts, labor problems, emigration of skilled work- 
ers, lack of foreign exchange for spare parts and imported in- 
puts, and unhelpful government regulation combined to depress 
production in many industrial enterprises. The textile industry 
was particularly hard hit, and many firms in both the public and 
private sectors were in a shaky financial situation. Total sugar 
production increased as the massive Kenana sugar plant came on- 
stream, although output at the country's publicly owned sugar 
refineries continued to decline. Oil seeds processing was an 
exception to the general rule this year because of high prices 
and demonopolization, and some sizeable investments in new 
capacity were made. 


Zone Feddan = 1.04 acres; one kantar = 312 lbs. of seed cotton, 





FINANCIAL PROBLEMS. The structural and policy problems which 
have depressed production in the agricultural sector during 
the late seventies are largely responsible for the Sudan's 
continuing balance of payments deficits and financial problems. 
Basically, while production and prices for Sudan's major 
agricultural exports have stagnated, the country's import bill 
has risen exponentially. The current account deficit for 1980/ 
81 is now estimated at $700 million, the largest in the 
country's history. Contributing factors were a decline in the 
value of cotton exports, the impact of 1979 oil price increases 
and the high price of sugar imports. 


Successive balance of payments gaps in recent years, the slow 
payoff and continued problems of costly development projects 
launched in the mid-seventies, and an imprudent and uncoordinated 
policy of contracting hard term foreign indebtedness have left 
the Sudan with a burden of external arrears estimated at $1,300 
million at the end of 1980. A Paris Club agreement in late 1979 
rescheduled the country's arrears to official lenders, but 
problems have been encountered in meeting the amounts due under 
the rescheduling arrangement. Discussions are now underway on 
the rescheduling of arrears to foreign commercial banks. Unfor- 
tunately, the Sudan's international creditworthiness has suffered 
considerably,: making it difficult for the country to obtain 
credit even for basic imports. The Government is now dependent 
upon substantial balance of payments assistance from the IMF, 
Arab sources and bilateral donors such as the United States, 

West Germany, the United Kingdom and France. 


The problems of the real economy are also reflected in serious 
internal fiscal and monetary problems. Government revenues have 
fallen as a percent of GDP in recent years, partly because they 
are predominantly dependent upon foreign trade and the level of 
business activity. Current expenditures have increased more 
rapidly, pushed up by exchange rate devaluations, inflation, 
public sector wage increases and a growing burden of subsidies 
on basic consumption goods. The result has been a steadily in- 
creasing overall deficit, estimated for 1980/81 at LS 550 
million, and increased reliance on the domestic banking system. 
In recent years, borrowing by public sector agricultural production 
units has been a principal factor in large increases in domestic 
liquidity. Two successive poor cotton crops and losses by the 
Sugar Corporation account for a substantial amount of this new 
credit expansion. The result is that the supply of money and 
quasi-money increased at a 44 percent annual rate through the 
first half of 1980/81. 





Rates of money growth in excess of 20 percent for several years 
combined with stagnating domestic production have resulted in 
annual rates of inflation ranging up to 40 percent in recent 
years. The rate of price increases appears to have moderated 
in calendar 1980, reflecting the success of earlier measures 

to bring credit expansion under control. Official figures put 
the rate of increase in the cost of living during 1980 as 14.6 
percent. Since these figures give substantial weight to price- 
controlled commodities, they probably underestimate the rate 

of price increases. The resurgence of money growth expected to 
be reflected in the 1980/81 figures, however, will unquestionably 
stimulate further price increases. 


STABILIZATION AND REFORM POLICIES. In 1979, the Sudanese Govern- 
ment reached an agreement with the IMF under which an Extended 
Fund Facility (EFF) was made available to Sudan over the period 
1979/80 - 1981/82. In exchange for substantial IMF assistance, 
the Sudanese agreed to a range of measures designed to restore 
external and internal financial equilibrium. Measures include 
restraints on government expenditures, limits on credit expansion, 
concentration of public investment on rehabilitation or comple- 
tion of existing projects, a moratorium on new projects and an 
effort to reform the price and incentive system in the agricul- 
tural sector. In 1980/81, the second year of the EFF program, 
the IMF disbursed a net $300 million in balance of payments 
support. 


The agricultural sector reform program is central to the strategy 


for returning the Sudan to financial stability. The aim of the 
program is to restore productivity in cotton, where Sudan's com- 
parative advantage has historically lain. This is to be done by 
removing disincentives to cotton production in the large irri- 
gated schemes, primarily through levying water and service 
charges on all crops and not on cotton alone and by increasing 
incentives to cotton producers through exchange rate measures 
and productivity bonuses. The IBRD is helping with substantial 
loans to the irrigated schemes to finance imports of agricul- 
tural machinery and equipment and rehabilitation of canals and 
other infrastructure. The Bank has earmarked about $150 million 
for rehabilitation of the Gezira, the White and Blue Nile schemes, 
and Khashm El Girba in the coming 2 years. 


An effort to gain control of public expenditures and reduce the 
Government's role in the economy is a major goal of current 
policy. The Government has restored some firms nationalized 

in the early seventies to their owners. It has also divested 
itself of some public sector companies, although the process is 
slow. Significant measures have been taken to demonopolize trade 





in most commodities and to liberalize foreign exchange regu- 
lations. Most recently, the President launched a renewed 
effort to reform public sector industries in the sugar, textile, 
food processing,and cement sectors. Firms will now be inde- 
pendently responsible for profits or losses. Sudanese policy- 
makers have so far been unable to control the size of the 
Central Government bureaucracy, however, and a growing wage 
bill accounts for more than half of current expenditures. 


Substantial balance of payments assistance and budget support 
will be necessary for some time to come if the Sudan is to 
achieve financial stability. So far, the response has been 
relatively generous. Net IMF disbursements of $300 million 

were noted above. Of $108.4 million in U.S. economic assistance 
committed during U.S. fiscal year 1981, some $75 million is in 
the form of fast-disbursing commodity assistance. Even current 
lending by the IBRD, the largest multilateral lender, is 
presently program- rather than project-oriented. Finally, 

the Sudan has received substantial inflows from Arab sources, 
notably Saudi Arabia, which contributed $100 million in balance 
of payments support alone in 1980/81. Foreign support will also 
be critical in the effort to revive production in the irrigated 
agricultural sector, where the IBRD has taken the lead. Levels 
of foreign assistance will depend importantly on the Government's 
ability to meet the fiscal and credit targets established under 
the IMF's Extended Fund Facility program. 


ECONOMIC PROSPECTS 


Most observers believe that Sudan will experience serious dif- 
ficulties throughout the decade of the 1980's. This is not to 
suggest that the situation is hopeless. Factors are visible 

now which may alter the picture substantially. Given appropriate 
policies, the Government and private sector can capitalize on 
these positive factors to bring about a recovery in the long 
term. 


A recovery of productivity in the irrigated agricultural sector 
is central to the country's stabilization policy. This year's 
poor cotton crop shows that the new incentives so far in place 
have not stopped the declining trend. In 1981/82, two signi- 
ficant new measures should go into effect: exchange rate changes 
which will increase returns to cotton growers and the imposition 
of services and water charges on crops other than cotton in the 
large, publicly managed irrigated schemes. Attempts to insti- 
tute the new charges in 1979 failed because of tenant opposi- 
tion. Problems are possible this year and, on the whole, we are 
not particularly hopeful of seeing dramatic improvement. We do 
expect to see higher production in other crops in the 1981/82 
season because of demonopolization and high prices. If signi- 
ficant improvement in cotton production is not apparent by 1982/ 
83, the whole strategy of stabilization will need to be reviewed. 





Productivity in other sectors over the next year will generally 
be hampered by the same constraints noted earlier -- lack of 
foreign exchange, emigration of skilled workers, transporta- 
tion bottlenecks and power cuts. Sugar production will 
increase substantially as the new private sector Kenana plant 
produces 200,000-plus tons. It is too soon to assess the 
impact of current efforts to restructure the other public indus- 
tries. The growth of traffic on the new Khartoum-Port Sudan 
road will relieve congestion at the Port and move the country's 
agricultural exports faster. The flow of remittances from 
Sudanese abroad should spur construction. Large investments 
will be made in petroleum exploration. On balance, and weather 
permitting, we judge that real GDP will increase in 1981/82, 
reversing the declines of the last 3 years. 


On external account, 1981/82 will be another difficult year. 
The Minister of Finance has publicly projected an unfinanced 
balance of payments gap of $600 million. The IMF Extended Fund 
Facility and balance of payments support from Arab sources will 
probably cover at least $300 million of this gap, but this still 
leaves the Sudanese authorities with a significant problem. 
Without substantial additional financing, imports will have to 
drop or arrears will be accumulated. There should be some 
relief on the import side because increased domestic sugar pro- 
duction will reduce imports and no new "oil shocks" are in 
sight. 


An important, though still imponderable, factor in Sudan's econ- 
omic future is oil. Over the last year, as exploration efforts 
by the Chevron 0il Company have intensified, it has become clear 
that Sudan has at least enough oil to meet about two-thirds of its 
estimated domestic requirements. Plans are now being made to 
construct a refinery near Kosti with a capacity of 16,000 to 
25,000 b/d. This could probably come on stream by the middle 

of the decade. It should be stressed that, at this time, ex- 
portable quantities of oil are not known to exist, although ex- 
ploration is proceeding at a rapid pace. Very substantial 
investments would be required, including a $1 to $2 billion 
pipeline to Port Sudan, to develop such reserves if they are 
found. The picture should sharpen considerably over the next year 
or two as more potentially oil-bearing formations are explored. 





IMPLICATIONS FOR THE UNITED STATES 


Relations between Sudan and the United States have deepened sub- 
stantially over the last few years. Since the restoration of an 
USAID program in 1977, commitments of U.S. economic assistance 
have grown to $108.4 million in U.S. FY 1981. Current planning 
calls for maintaining the program at this level in real terms at 
least through FY 1987. At the same time, U.S. military assist- 
ance programs have grown from a level of $5 million in FY 79 to 

a proposed $100 million in FY 82. The political relationship 
between the two countries has strengthened correspondingly. A 
steady stream of official visitors in both directions and regular 
consultations on regional developments are evidence of a warm and 
mutually beneficial political relationship. 


Economic relations between the United States and Sudan are con- 
ditioned by the Sudan*s economic and financial problems, U.S. 
assistance programs and the emergence of the Sudan as a potential 
oil producer. The U. S. share of imports has risen over the 

last 3 years to 9.7 percent in 1979/80. The increase of market 
Share is due principally to USAID's commodity import program and 
sales of agricultural commodities under PL-480. Straight commer- 
cial sales are limited by the country's lack of foreign exchange 
and increasing inability to obtain supplier credits and commer- 
cial financing for imports. Arrears on payments to some suppli- 
ers date back to 1979. U.S. investment in the Sudan is dominated 
by petroleum exploration. The U.S. presence in other sectors is 
marginal. Investors are deterred by the country's financial 


crisis, which raises questions about ability to repatriate pro- 
fits and dividends, and by the formidable difficulty of operating 
here -- transportation bottlenecks, shortages of skilled labor, 
power outages, difficulty in obtaining needed inputs and problems 
in dealing with the government bureaucracy. 


TRADE PROSPECTS. Prospective U.S. exporters to Sudan will find 
numerous opportunities in spite of the country's economic pro- 
blems. The key is concessional financing. USAID's commodity 
import program, set at $50 million for U.S. fiscal year 1981, 
finances imports of a wide range of products from the United 
States. This year's program will include spare parts, 
agricultural and construction machinery and equipment, tinplate, 
pumps, spare parts, and tallow. A $25 million PL-480 program 
will underwrite imports of wheat and wheat flour from the 
United States. It is anticipated that these programs will be 
continued at roughly the same level in real terms for several 
years to come. 





Projects financed by the multilateral development banks, notably 
the IBRD, may also offer important sales opportunities. All 
purchases under IBRD-financed projects are tendered international- 
ly, and U.S. suppliers are generally competitive. In the last 
year, the IBRD has committed about $150 million in three projects 
to rehabilitate the Sudan's irrigated agricultural sector. 

These funds will finance imports of agricultural implements, 
earthmoving and construction equipment, tractors, trucks, and pumps 
and other irrigation equipment. The Bank also has large projects 
in the power sector. 


Finally, assistance to Sudan from Arab sources may generate U.S. 
sales opportunities. The Arab Authority for Agricultural Invest- 
ment and Development, which has its headquarters in Khartoum, is 
dedicated to the development of private sector agriculture and 
agro-industry in the Sudan. It is capitalized at $400 million 
from various Arab countries. Current AAAID projects include 
poultry production, a dairy company, and a starch and glucose 
factory, Bilateral assistance programs of Saudi Arabia and the 
Gulf states, which are substantial, may also finance imports 

from the United States. 


Where concessional financing is not available, sales prospects 

are much more doubtful. Although demand for U.S. goods is strong, 
foreign exchange is usually not available to support the issuance 
of import licenses, Export-Import Bank financing and guarantees have 
not been available since 1977. The same is generally true of offi- 
cial European export guarantee agencies, although some do provide 
short-term credit and guarantees. Projects financed by European 
and Japanese assistance programs are, of course, tied to procure- 
ment in those countries. Opportunities here may exist for 
European subsidiaries of U.S. firms, for example, in the area of 
telecommunications. Foreign exchange in increasing amounts is 
available in an unregulated free market and may be purchased by 
individual businessperson to finance imports. The exchange rate in 
this market has been running LS 1.05 = US$1. In short, with 

some imagination and the right Sudanese contacts, it is possible 
to make sales and, more importantly, to be paid on time. 


Agricultural commodities and equipment, some forms of industrial 
machinery, and transportation equipment remain the most promising 
areas for U.S. exports. Wheat, wheat flour and tallow will also 
make up a large percentage of imports from the United States. 
Medium and large tractors, plows, harrows, cultivators, cotton 

and peanut planters and harvesters, pumps and water drilling 
equipment, and earthmoving machinery will be imported for the 
agricultural sector. Good opportunities may exist for suppliers 
of cane harvesters as rehabilitation of sugar plantations gets 
underway. Industrial machinery, especially equipment for spinning 





and weaving, oil seed crushing and processing, and clay 
brick and cement block manufacturing, will be imported. Sup- 
pliers of equipment for petroleum exploration and refining 
should monitor the development of Sudan's oil resources care- 
fully. Design and engineering work is now underway for the 
construction of a 16,000 to 25,000 b/d refinery and ancilliary 
pipelines and distribution facilities at Kosti, in south- 
central Sudan. Finally, transportation equipment, particu- 
larly heavy trucks, will find a good market. On the services 
side, good opportunities should exist for consultancies and 
management contracts. Interested consulting firms should 
register with the Ministry of National Planning's Project 
Preparation Unit, Box 8147, El Amarat, Khartoum, Sudan. 


Information on trade opportunities in the Sudan is available from 
a number of sources. USAID and the U.S. Department of Commerce 
regularly publish information on commodity import programs and 
World Bank projects. The Economic/Commercial Section of the 
U.S. Embassy in Khartoum reports regularly to the Department 

of Commerce on significant tenders and trade opportunities. 
Information copies of these reports are sent to the Regional 
Trade Development Office at the U.S. Embassy in Athens. The 
Embassy in Khartoum also has available for distribution reports 
on significant sectors of the Sudanese economy. Generally 
speaking, an active agent is essential to the prospective 
exporter to the Sudan. The Economic/Commercial Section main- 
tains extensive files on Sudanese firms and can assist in the 
process of selecting an agent. Two U.S. banks now have a 
presence in Khartoum -- a Citibank, N.A. branch and a Chase 
Manhattan liaison office -- while the Bank of America has 
received permission to open a branch. Finally, the Sudan-U,S. 
Business Council, which maintains offices in Washington, D.C.;, 
at the U.S. Chamber of Commerce, is a good source of infor- 
mation for exporters and potential investors. 


INVESTMENT CLIMATE. The Sudanese Government officially wel- 
comes and encourages foreign investment. The Government's 
policy is to encourage an expanding role for the private sector, 
both Sudanese and foreign, in the country's economy. An 
investment law, enacted in late 1980, consolidated three earlier 
laws to provide a uniform code applicable to foreign and domes- 
tic investors. The law provides a range of privileges, includ- 
ing tax holidays, which may be authorized to investors and 
guarantees the right to repatriate profits and dividends. It 
establishes a central office in the Ministry of Finance to co- 
ordinate all government actions necessary for the approval of 
investments. There are some ambiguities in the investment code 
which will presumably be clarified with the issuance of imple- 
menting regulations, which have not been published so far. 





Politically, the Sudan presents a relatively stable environment 
for the foreign businessperson. The present Government has been 
in power for 12 years, and its policies have evolved steadily 
toward a pro-Western, free market orientation in foreign and 
domestic policies. The Sudanese political process is character- 
ized by compromise and controlled competition of interest groups 
under the guidance of a strong executive backed by the military. 
Violence is rare. Americans generally encounter an open and 
sincere welcome, and most are impressed by the honesty and 
character of the Sudanese people. 


Unfortunately, Sudan's economic problems and the difficulty of 
operating here have kept private foreign direct investment, 
outside of the specialized area of petroleum exploration, to 

a minimum. Scarcity of foreign exchange has led to some dif- 
ficulties in repatriation of profits, dividends and other pay- 
ments, although experience varies from firm to firm. The 

Sudan's lack of developed infrastructure, the scarcity of 

skilled labor, lack of foreign exchange for imports of spares and 
industrial materials, power shortages, and the slow ways of 
Sudanese bureaucracy make operating here a challenge for the 
foreign businessperson. In spite of the problems, significant 
investment opportunities exist for firms willing and able to take 
a long-term view, particularly in agro-industries which will ex- 
ploit the Sudan's undoubted agricultural potential, Some U.S. 
firms are operating successfully in this area now. 








